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Consumer Directed Health Plans—State of Utah
- by Linn Baker '

This past legislative session a bill was drafted that mandated the Public Employees Health Program (PEHP) to offer a
high deductible health plan with a health savings account to State employees. PEHP made the following analysis to see what
the potential impact would be on the traditional health plans offered to employees. This analysis was provided to key
legislators interested in the bill.

Analysis For Health Savings Account (HAS) and High Deductible Health Plan (HDHP)
State of Utah Employees 2005-06 Policy Year

Potential impact of offering HAS and HDHP to State employees

The following analysis is based on paid claims for single State employees for the period of July 1, 2005 to June 30, 2006. A base
line (deductible) of $1,000.00 and $2,000.00 was used. The Public Employees Health Program (PEHP) (an in house self-
administered health plan) selected all paid claims for those employees whose total claims were less than $1,000.00, and all
those employees whose total claims were more than $1,000.00. The same process was used for a $2,000.00 deductible. PEHP
wanted to know how the total risk pool could be impacted if the HDHP was offered.

Key factors

*The average annual premium for the three health plans offered to the single employee was $4,081.23.

*When the total risk pool was evaluated, single, two, and family coverage, PEHP found that 17% of its employees used 87% of
the claims dollars.

*The Legislative mandate would require PEHP to fund 65% of the deductible.

Claims distribution
$1,000.00 deductible for single coverage

*4 888 employees with total paid claims of $18,210,673.00
eTotal annual claims less than $1,000.00
*2,186 employees with paid claims of $692,410.00
*Average annual cost for each employee $316.75
oTotal annual claims more than $1,000.00
*2,702 employees with paid claims of $17,518,263.00
*Average annual cost for each employee $6,483.44
$2,000.00 deductible for single coverage
*4,888 employees with total paid claims of $18,210,673.00
eTotal annual claims of less than $2,000.00
*2,981 employees with paid claims of $1,837,591.00
*Average annual cost for each employee $616.43
eTotal annual claims more than $2,000.00
*1,907 employees with paid claims of $16,373,082.00
*Average annual cost for each employee $8,585.78

Conclusions:

*  When funding the HAS any amount that exceeded the average cost of those most likely to enroll in the plan would be an
additional cost to the state.

e If the premium for the high deductible health plan exceeded the actual experience of those with costs less than the
deductible it would be an increased cost to the state.

e . If all those employees with the costs less than the deductible enrolled in the plan, and the State continued to pay for costs
in excess of the deductible, the total costs for the risk pool would increase.

e  Most of the care required by members with costs exceeding the deductible is not discretionary.
¢  Cost and quality data for episodes of care from various providers in the State is not available for employees seeking care.

¢  HDHP would have little impact on the vast ma’o%of the claims dollars because they exceed the annual out-of-pocket
maximums found in traditional coverage and the HP.

ePremiums in the traditional plans would increase dramatically.

The legislators did pass the mandate, however, they allowed PEHP to set the premium so that the younger and healthier
employees continued to fund those with chronic health problems in traditional coverage. Our initial enrollment in the program

was 5 employees out of 22,500 eligible. This low enrollment was a result of the employee’s premium share for the other plans
being very low.




High-Deductible Health Plan / Health Savings Account (HSA)
Top 8 Collection Tips

An HSA is a tax advantage savings account that is paired with a high-deductible health plan (HDHP) and can be
used to pay for what the Internal Revenue Code defines as “qualified medical expenses.” Preventive services
may be paid for by the health plan with first dollar coverage.

As consumers become increasingly financially responsible for paying for medical services, physician practices’
billing and collection processes will become even more important. Be mindful that just because a patient has a
HDHP / HSA does not automatically mean that the account is funded adequately or even at all.

The top 8 HDHP / HSA collection tips for in-network physicians are to...

1. Collect the deductible and/or coinsurance at time of service.
Negotiate with payers to be contractually able to collect any out-of-pocket monies due at the time of service. It will
be helpful to know what the contracted rate for the provided service is so that the correct amount is collected at the
time of service. Many practice management systems are able to maintain this data.

2. Verify benefits and any financial obligations prior to visit. .
Know the contractual rules on collections. Some preventive services may be the health plan’s obligation even
before the patient’s deductible has been satisfied.

3. Identify the member ID card.

Most HDHP / HSA member id cards will not indicate any copayment information with the exception of a possible
copayment for preventive care.

4. Save patient's HSA debit card and credit card number.
At check-in or check-out, ask patients for their HSA debit card and a credit card number so one of them can be
used for any patient financial obligation indicated on the payer’s explanation of benefit.

5. Encourage patients to authorize automatic debiting.
Some health plans aiready have this option, which allows the patients to authorize money to be transferred from
their HSA directly to a medical provider as soon as the insurer determines the patients’ financial obligation.
Patients would coordinate with the financial entity handling the HSA. Note, the HSA funds may be inadequate to
pay for the delivered care.

6. Collect past-due amounts in the office.
Be sure to collect any outstanding balances from patients who are in the office for another appointment.

7. File electronic claims within 24 hours.
This will decrease the possibility of an increase in accounts receivable.

8. Set payment policy.
Set a billing standard and stick with it except in hardship cases. An end result may be to dismiss patients who have
significant overdue accounts.

Resources:
¢ Rod Aymond, Monitoring Your Practice's Financial Data: 10 Vital Signs, Family Practice Management, Jul/Aug
1999, http://www.aafp.org/fpm/990700fm/42.htm].
Robert Lowes, Collecting just got harder, Medical Economics, May 20, 2005.
e US Treasury Department - All About HSAs - http://www treas.gov/offices/public-affairs/hsa/pdf/hsa-basics.pdf

Copyright © 2006 by the American Academy of Family Physicians
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Health Savings Accounts and High Deductible Health Plans:
Are They An Option for Low-Income Families?

Catherine Hoffman and Jennifer Tolbert

EXECUTIVE SUMMARY

Health Savings Accounts are a type of medical savings account that allow consumers to save for medical
expenses on a tax-free basis. They are linked with high deductible health plans (HDHPs), and together
these insurance and savings options represent a new approach to health care, commonly referred to as
consumer-directed care. Health Savings Accounts (HSAs) were federally enacted as part of the Medicare
Prescription Drug Improvement and Modemization Act of 2003.

To establish an HSA a consumer must enroll in an HDHP that meets certain requirements. In 2006, an
HSA-qualifying HDHP must have a deductible of at least $1,050 for single coverage and $2,100 for family
coverage. The plan must also limit the total amount of out-of-pocket cost-sharing for covered benefits each
year to $5,250 for single coverage and $10,500 for families. '

Compared to more traditional insurance plans, HDHPs generally require greater out-of-pocket spending,
although the premiums may be lower. HSAs offer consumers a way to save for these higher expected
health care costs. A key advantage of an HSA is that it belongs to the individual who establishes it and is
portable. Funds that are not withdrawn in a year can be rolled over and used in future years. Once the
HSA is exhausted however, there are no further tax advantages to help defray additional out-of-pocket
expenses.

HSA-qualified health plans are currently a small segment of the health insurance market. In 2006, about
1.4 million employees are enrolled in HSA-qualified HDHPs offered by their employers; and at least another
855,000 people are covered in the nongroup market.

While HSAs and their associated HDHPs have been forwarded as one solution to increasing health care
coverage and reducing overall health care costs, a key question is whether these HSAs and HDHPs
represent a viable health insurance option for low-income families. Analyses of available data and relevant
research suggest that HSAs and HDHPs are no more affordable for low-income families than existing
plans, and the high deductibles associated with these plans may shift even more health care costs onto
them.

1330 G STREET NW, WasHINGTON, DC 20005
ProNr:202-347-5270, Fax:202-347-5274
WEBSITEF: WWW . KFF.ORG




KEY FINDINGS:

Premiums for HSA-qualified health plans may be lower than for traditional insurance, but these

plans shift more of the financial risk to individuals and families through higher deductibles.
Compared to all group health plans, premiums for HSA-qualified HDHPs were about 30 percent
lower in the group market in 2005. They are lower, in part, because the deductibles are much
higher. The average deductible for an HSA-qualified heaith plan offered by employers was nearly
six times higher than that for a PPO, the most common plan type.

HDHP premiums may be lower in the nongroup market on average than in the group market.
However, because employers do not contribute toward a nongroup premium, the out-of-pocket
costs for an individual or family are much greater. The average annual premium for an HSA-
qualified HDHP in the nongroup market in 2005 (based on data from policies sold through
eHealthinsurance) was $3,324 for family coverage and would be paid completely out-of-pocket. In
contrast, a family's out-of-pocket share for an HSA-qualified HDHP premium offered through an
employer averaged $1,664 in 2005.

Premiums and out-of-pocket costs for HSA-qualified health plans would consume a substantlal
portion of a low-income family’s budget.

- For a family with an annual income of about $25,000, the basic needs of food, housing, and
transportation consume three-quarters of their household budget. Assuming their employer
contributes to their premium costs, but in this case not to an HSA, this family’s share of the
average premium for an HSA-qualified HDHP in the group market would require 7 percent of their
income. If the family were to save $2,100, the HSA required minimum family deductible amount,
the combined premium and savings account would consume 15 percent of their income—leaving
the family about $2,200 a year for all expenses beyond their basic needs.

Low-income Household Expenditures Including HSA-HDHP
Group Premium, with Savings for a Minimum Deductible

- Family's Share of
ES! Group Family Premium (7%)

1,

Family
Deductible (8%)
$2,100

Remainder
(9%)
$2,174

" _Food, Housing
& Transportation {76%)
$18,829

Average income in $20,000 to $30,000 range = $24,767 |

Source: Group market premium from Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 2005.
Calculated based on income/expenditure data from BLS Consumer Expenditure Survey, 2004.
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In contrast, for a family without employer-based coverage who is purchasing an HSA-qualified
HDHP in the nongroup market, the premium alone would consume 13 percent of the budget. After
putting aside $2,100 in savings to cover health costs under the minimum deductible, such a family
would be left with about $500 for the remainder of their household expenses in a year.

The potential out-of-pocket costs in HSA-qualified high deductible plans could be much higher than
those in traditional insurance. By law, the minimum family deductible in 2006 is now $2,100.
However, average deductibles are nearly two to three times higher than the required minimum,
depending on whether the plan is in the group or nongroup market.

When the increased out-of-pocket costs for HSA-qualified HDHPs are considered along with the
premiums, these plans are unaffordable for low-income families. Many of these families already
face significant medical debt and have difficulty paying medical bills. ngh deductible plans for low-
income families would do littie to alleviate this burden.

Most low-income individuals and families do not face high enough tax liability to benefit in a

significant way from tax deductions associated with HSAs.
According to data from the U.S. Department of the Treasury, a family of four with an income of
$20,000 would receive no benefit from contributing any amount to an HSA. In contrast, a family of
four making $120,000, would accrue $620 in tax savings from contributing $2,000 to an HSA.
Coupled with the limited ability of low-income families to save money, the failure of HSAs to offer
any real financial benefits for these families further reduces the likelihood that these plans will be
attractive to low-income families. :

People with chronic conditions, disabilities, and others with high-cost medical needs may face even
greater out-of-pocket costs under HSA-qualified health plans.
People with chronic conditions and disabilities often experience higher medical costs than those
without these conditions. For example, the total health care costs for individuals with asthma, heart
disease, and diabetes are more than double that of nonelderly adults in general. As a result, these
individuals are much more likely to reach their deductible level each year, which by design, is set at
a much higher level in HDHPs. |

Health Savings Accounts and HDHPs are likely to be more attractive to healthy individuals and
families who have had few major medical expenses. If the healthiest increasingly enroll in HSA-
qualified HDHPs while persons with chronic conditions and those with higher medical expenses

~‘remain in existing health plans, the premiums for traditional coverage will rise accordingly for the
least healthy.

THE KAISER COMMISSION ON

Medicaid and the Uninsured




Cost-sharing reduces the use of health care, especially primary and preventive services, and low-

income individuals and those who are sicker are particularly sensitive to cost-sharing increases.
Studies have found that increased cost-sharing leads to decreased health care use. Sentinel
research from the RAND Health Insurance Experiment found that people enrolled in cost-sharing
health plans were significantly less likely to see a doctor for services (including general health and
vision exams and treatment for infections) than people who were enrolled in health plans with no
cost-sharing—and the gap was greater for those with low incomes (<200 percent of the poverty
level). The study also found that low-income individuals in poor health who were subject to cost-
sharing versus those who were not, experienced poorer health outcomes on certain measures,
including the risk of dying for those with heart disease risk factors.

Health savings accounts and high deductible plans are unlikely to substantially increase health
insurance coverage among the uninsured.
Over two-thirds of the nonelderly uninsured are low-income. Because they eam so little, over half
of the uninsured have no tax liability. As such, health insurance proposals that rely on tax
deductions as an incentive will have limited impact on the number of uninsured. In addition, high
deductible health plans that require higher out-of-pocket spending will not offer the low-income
uninsured enough financial protection to offset the premium cost.

CONCLUSION “ 1 , :

Health Savings Accounts and associated high deductible plans have generated a great deal of interest
among policymakers as a potential mechanism for reducing health care costs and perhaps even expanding
access to health insurance. While HSA-qualified health plans have not been available long enough to fully
assess their effect, salient research and analyses suggest that the benefit of these plans to low-income
individuals and families will be minimal. Despite having lower premiums than more traditionally-structured
health plans, HSA-qualified HDHPs are stil likely to be unaffordable for most low-income families. These
families have limited funds available to cover the higher out-of-pocket spending required of HSA-qualified
HDHPs and are also uniikely to benefit from the tax-deductibility of HSA contributions.

By encouraging individuals and families to choose high deductible health plans and set up HSAs, itis
assumed that consumers will eventually become more cost-conscious, enabling them to make more cost-
effective decisions about their health and health care. However, most low-income individuals and families
are already making these tougher cost-benefit decisions as each health need arises. And the research to
date shows that unaffordable cost-sharing among the low-income population not only decreases access to
needed care but, in some circumstances, can also lead to poorer health. For low-income families in
particular, HSAs and HDHPs may exacerbate, rather than alleviate, the problems they currently face in
affording and accessing needed health care.
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Health Savings Accounts and High Deductible Health Plans:
Are They An Option for Low-Income Families?

Catherine Hoffman and ._Jennifer Tolbert

EXECUTIVE SUMMARY

Health Savings Accounts are a type of medical savings account that allow consumers to save for medical
expenses on a tax-free basis. They are linked with high deductible heaith plans (HDHPs), and together
these insurance and savings options represent a new approach to health care, commonly referred to as
consumer-directed care. Health Savings Accounts (HSAs) were federally enacted as part of the Medicare
Prescription Drug Improvement and Modemization Act of 2003.

To establish an HSA a consumer must enroll in an HDHP that meets certain requirements. In 2006, an
HSA-qualifying HDHP must have a deductible of at least $1,050 for single coverage and $2,100 for family
coverage. The plan must also limit the total amount of out-of-pocket cost-sharing for covered benefits each
year to $5,250 for single coverage and $10,500 for families.

Compared to more traditional insurance plans, HDHPs generally require greater out-of-pocket spending,
although the premiums may be lower. HSAs offer consumers a way to save for these higher expected
health care costs. A key advantage of an HSA is that it belongs to the individual who establishes it and is
portable. Funds that are not withdrawn in a year can be rolled over and used in future years. Once the
HSA is exhausted however, there are no further tax advantages to help defray additional out-of-pocket
expenses.

HSA-qualified health plans are cumrently a small segment of the health insurance market. In 2006, about
1.4 million employees are enrolled in HSA-qualified HDHPs offered by their employers; and at least another
855,000 people are covered in the nongroup market.

While HSAs and their associated HDHPs have been forwarded as one solution to increasing health care
coverage and reducing overall health care costs, a key question is whether these HSAs and HDHPs
represent a viable health insurance option for low-income families. Analyses of available data and relevant
research suggest that HSAs and HDHPs are no more affordable for low-income families than existing
plans, and the high deductibles associated with these plans may shift even more health care costs onto
them.
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KEY FINDINGS:

Premiums for HSA-qualified health plans may be lower than for traditional insurance, but these

plans shift more of the financial risk to individuals and families through higher deductibles.
Compared to all group health plans, premiums for HSA-qualified HDHPs were about 30 percent
lower in the group market in 2005. They are lower, in part, because the deductibles are much
higher. The average deductible for an HSA-qualified health plan offered by emponers was nearly
six times higher than that for a PPO, the most common plan type.

- HDHP premiums may be lower in the nongroup market on average than in the group market.
However, because employers do not contribute toward a nongroup premium, the out-of-pocket
costs for an individual or family are much greater. The average annual premium for an HSA-
qualified HDHP in the nongroup market in 2005 (based on data from policies sold through
eHealthinsurance) was $3,324 for family coverage and would be paid completely out-of-pocket. In
contrast, a family's out-of-pocket share for an HSA-qualified HDHP premium offered through an

- employer averaged $1,664 in 2005.

Premiums and out-of-pocket costs for HSA-qualified health plans would consume a substantial

portion of a low-income family’s budget. | |
For a family with an annual income of about $25,000, the basic needs of food, housing, and
transportation consume three-quarters of their household budget. Assuming their employer
contributes to their premium costs, but in this case not to an HSA, this family's share of the
average premium for an HSA-qualified HDHP in the group market would require 7 percent of their
income. If the family were to save $2,100, the HSA required minimum family deductible amount,
the combined premium and savings account would consume 15 percent of their income—leaving
the family about $2,200 a year for all expenses beyond their basic needs.

Low-Income Household Expenditures Including HSA-HDHP
Group Premium, with Savings for a Minimum Deductible

. Family’s Share of

Family ES! Group Family Premium (7%)
Deductible (8%) d $1,664
$2,100 .
Remainder
(9%)

$2,174

. Food, Housing
Transportation (76%)
$18,829

Average income in $20,000 to $30,000 range = szusﬂ

Source: Group market premium from Kaise/HRET Survey of Employer-Sponsored Health Benefits, 2005,
Calculated based on income/expenditure data from BLS Consumer Expenditure Survey, 2004.
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In contrast, for a family without employer-based coverage who is purchasing an HSA-qualified
HDHP in the nongroup market, the premium alone would consume 13 percent of the budget. After
putting aside $2,100 in savings to cover health costs under the minimum deductible, such a family
would be left with about $500 for the remainder of their household expenses in a year.

The potential out-of-pocket costs in HSA-qualified high deductible plans could be much higher than
those in traditional insurance. By law, the minimum family deductible in 2006 is now $2,100.
However, average deductibles are nearly two to three times higher than the required minimum,
depending on whether the plan is in the group or nongroup market.

When the increased out-of-pocket costs for HSA-qualified HDHPs are considered along with the
premiums, these plans are unaffordable for low-income families. Many of these families already
face significant medical debt and have difficulty paying medical bills. High deductible pians for low-
income families wouid do little to alleviate this burden.

Most low-income individuals and families do not face high enough tax liability to benefit in a

significant way from tax deductions associated with HSAs.
According to data from the U.S. Department of the Treasury, a family of four with an income of
$20,000 would receive no benefit from contributing any amount to an HSA. In contrast, a family of
four making $120,000, would accrue $620 in tax savings from contributing $2,000 to an HSA.
Coupled with the limited ability of low-income families to save money, the failure of HSAs to offer
any real financial benefits for these families further reduces the likelihood that these plans will be
attractive to low-income families. ‘

People with chronic conditions, disabilities, and others with high-cost medical needs may face even
greater out-of-pocket costs under HSA-qualified health plans. ‘
People with chronic conditions and disabilities often experience higher medical costs than those
without these conditions. For example, the total health care costs for individuals with asthma, heart
disease, and diabetes are more than double that of nonelderly adults in general. As a result, these
individuals are much more likely to reach their deductible level each year, which by design, is set at
a much higher level in HDHPs. :

Health Savings Accounts and HDHPs are likely to be more attractive to healthy individuals and
families who have had few major medical expenses. f the healthiest increasingly enroll in HSA-
qualified HDHPs while persons with chronic conditions and those with higher medical expenses
remain in existing health plans, the premiums for traditional coverage will rise accordingly for the
least healthy.
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Cost-sharing reduces the use of health care, especially primary and preventive services, and low-

income individuals and those who are sicker are particularly sensitive to cost-sharing increases.
Studies have found that increased cost-sharing leads to decreased healith care use. Sentinel
research from the RAND Health Insurance Experiment found that people enrolled in cost-sharing
health plans were significantly less likely to see a doctor for services (including general health and
vision exams and treatment for infections) than people who were enrolled in health plans with no
cost-sharing—and the gap was greater for those with low incomes (<200 percent of the poverty
level). The study also found that low-income individuals in poor health who were subject to cost-
sharing versus those who were not, experienced poorer health outcomes on certain measures,
including the risk of dying for those with heart disease risk factors.

Health savings accounts and high deductible plans are unlikely to substantially increase health
insurance coverage among the uninsured.
Over two-thirds of the nonelderly uninsured are low-income. Because they earn so little, over half
‘of the uninsured have no tax liability. As such, health insurance proposals that rely on tax
deductions as an incentive will have limited impact on the number of uninsured: In addition, high
deductible health plans that require higher out-of-pocket spending will not offer the low-income
uninsured enough financial protection to offset the premium cost. ‘

CONCLUSION

Health Savings Accounts and associated hlgh deductible plans have generated a great deal of interest
among policymakers as a potential mechanism for reducing health care costs and perhaps even expanding
access to health insurance. While HSA-qualified health plans have not been available long enough to fully
assess their effect, salient research and analyses suggest that the benefit of these plans to low-income
individuals and families will be minimal. Despite having lower premiums than more traditionally-structured
health plans, HSA-qualified HDHPs are still likely fo be unaffordable for most low-income families. These
families have limited funds available to cover the higher out-of-pocket spending required of HSA-qualified
HDHPs and are also unlikely to benefit from the tax-deductibility of HSA contributions.

By encouraging individuals and families to choose high deductible health plans and set up HSAs, itis
assumed that consumers will eventually become more cost-conscious, enabling them to make more cost-
effective decisions about their health and health care. However, most low-income individuals and families
are already making these tougher cost-benefit decisions as each health need arises. And the research to
date shows that unaffordable cost-sharing among the low-income population not only decreases access to
needed care but, in some circumstances, can also lead to poorer health. For low-income families in
particular, HSAs and HDHPs may exacerbate, rather than alleviate, the problems they currently face in
affording and accessing needed health care.
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